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The Proposed U.S.-South Korea Free Trade Agreement (KORUS FTA)

Summary

On June 30, 2007, U.S. and South Korean trade officials signed the proposed U.S.-South Korean
Free Trade Agreement (KORUS FTA) for their respective countries. If approved, the KORUS
FTA would be the second largest FTA that South Korea has signed to date, after the agreement
with the European Union (EU). It would be the second largest (next to North American Free
Trade Agreement, NAFTA) in which the United States participates. South Korea is the seventh-
largest trading partner of the United States and the United States is South Korea's third largest
trading partner. Various studies conclude that the agreement would increase bilateral trade and
investment flows. Thefinal text of the proposed KORUS FTA covers a wide range of trade and
investment issues and, therefore, could have substantial economic implications for both the
United States and South Korea. The agreement will not enter into force unless Congress approves
implementation legislation. The negotiations were conducted under the trade promotion authority
(TPA), also called fast-track trade authority, that the Congress granted the President under the
Bipartisan Trade Promotion Act of 2002 (P.L. 107-210). The authority allows the President to
enter into trade agreements that receive expedited congressional consideration (no amendments
and limited debate).

On June 26, 2010, President Obama announced that he would direct U.S. Trade Representative
Rabert Kirk to work with the South K orean trade minister to resolve outstanding issues on the
KORUS FTA by the time he and South Korean President Lee Myung-Bak meet again in Seoul for
the November 2010 G-20 meeting. The President said that heintends “in the few months” after
the November meeting to present Congress with the implementing legislation for the agreement.
The President made the announcement at a joint press conference following his meeting with
President Lee just before the G-20 meeting in Toronto. In follow-up briefings, Administration
officials indicated that the discussions would focus on South K orean measures related to market
access for U.S. autos and besf. It was the first time the Administration had assigned a timeframe
for dealing with the KORUS FTA. President L ee responded that he and President Obama would
talk about “the specific ways to move this [FTA] forward.” President Obama announced this step
at atime of overal tightening U.S.-South Korean relations in the face of new security threats
from North Korea.

In South Korea, however, the politics of the KORUS FTA likely will make it difficult for the
government of President Leeto appear to accede to new U.S. demands. Thisis particularly dueto
memories of events in 2008, when L ee reached an agreement with the United States to lift South
Korea's partial ban on U.S. beef imports, triggering massive anti-government protests that forced
the two governments to renegotiate the beef agreement. The South K orean National Assembly has
yet to vote on the KORUS FTA, and is debating whether or not to do so before the U.S. Congress
acts. It is expected that the Assembly would pass the agreement, at least in its current version.

While a broad swath of the U.S. business community supports the agreement, the KORUS FTA
faces opposition from some groups, including some auto and steel manufacturers and labor
unions. Some U.S. supporters view passage of the KORUS FTA as important to secure new
opportunities in the South Korean market, while opponents claim that the KORUS FTA does not
go far enough. Other observers have suggested the outcome of the KORUS FTA could have
implications for the U.S.-South K orean alliance as awhole, as well as on U.S. Asiapalicy and
U.S. trade policy, particularly in light of an FTA completed in October 2009 between South K orea
and the European Union.
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The Proposed U.S.-South Korea Free Trade Agreement (KORUS FTA)

Foreign Trade Minister Kim Hyung-chong signed the proposed U.S.-South Korean Free

Trade Agreement (KORUS FTA) for their respective countries. If approved, the KORUS
FTA would be the second largest FTA South Korea has signed to date (next to the agreement with
the European Union (EU).2). It would be the second largest (next to the North American Free
Trade Agreement) in which the United States currently participates. South Korea is the seventh-
largest trading partner of the United States and the KORUS FTA, if enacted, is expected to
expand bilateral trade and investment flows according to some studies.

On June 30, 2007, United States Trade Representative Susan Schwab and South Korean

Thetext of the proposed free trade agreement (FTA) covers a wide range of trade and investment
issues and, therefore, could have wide economic implications for both the United States and
South Korea. The subjects include ones on which the two countries achieved early agreement,
such as the elimination on tariffs on trade in most manufactured goods and the liberalization in
services trade. But the text also includes a number of very sensitive issues on which agreement
was reached only during the final hours of negotiations—autos, agriculture, and trade remedies,
among others.

Congress will have to approve implementation legislation for the KORUS FTA before it can enter
into force. The negotiations were conducted under the trade promotion authority (TPA), also
called fast-track trade authority, that the Congress granted the President under the Bipartisan
Trade Promotion Act of 2002 P.L. 107-210). The authority allows the President to enter into trade
agreements that receive expedited congressional consideration (no amendments and limited
debate). The TPA sets no deadline for the President to do this.

On June 26, 2010, President Obama announced that he would direct U.S. Trade Representative
Raobert Kirk to work with his South K orean counterpart to resolve outstanding issues on the
KORUS FTA by the time the President and South K orean President Lee Myung-Bak meet again
in Seoul for the November 2010 G-20 meeting. The President said that he intends “in the few
months” after the November meeting to present Congress with the implementing legislation for
the agreement. The President made the announcement at ajoint press conference following his
meeting with President Lee just before the G-20 meeting in Toronto. In follow-up briefings,
Administration officials indicated that the discussions would focus on South K orean measures
related to market access for U.S. autos and beef. Since the spring of 2009, President Obama has
repeatedly stated his desireto “get the deal done.” (See box below.)

! For more specific information, you may contact the following CRS analysts: William Cooper, x7-7749 (genera
questions on the KORUS FTA); Michaela Platzer, x7-5037 (autos and other industrial goods); Remy Jurenas, x7-7281
(agriculturd trade); and Mark Manyin, x7-7653 (the U.S.-South Korean bilateral relationship and security issues).

2 On October 15, 2009, the EU and Koreainitided afree trade agreement which consists of 15 Chapters, 3 protocols
and several annexes and appendices. The EU free trade agreement with South Korea still requires retification by the
European Parliament. The EU-27 market islarger than the U.S. market when measured by population (500 million vs.
300 million) and GDP ($14.9 trillion vs. $14.4 trillion)
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Presidents Obama’s Statements on the KORUS FTA

President Obama and South Korean President Lee Myung-bak met for the first time on April 2, 2009, in London on
the sidelines of the G-20 summit. Afterward, an Obama Administration official said that President Obama told Lee he
wants to “make progress” on the agreement, and that the two leaders agreed that the two countries’ staffs should
“discuss how to move forward.”3

The two presidents met again on June 16, 2009, in Washington., DC. In a joint statement released at the summit, they
said: “We will continue to deepen our strong bilateral economic, trade and investment relations. We recognize that
the Korea-U.S. (KORUS) Free Trade Agreement could further strengthen these ties and we are committed to
working together to chart a way forward..” In answering a question at a joint press conference, President Obama
stated ,”What | have done is to affirm to [South Korean] President Lee that we want to work constructively with the
Republic of Korea in a systematic way to clear some of these barriers that are preventing free trade from occurring
between our two countries.”4 However, President Obama indicated did not a timeframe for consideration of
legislation to implement the KORUS FTA.

At a joint press conference with President Lee in Seoul in November 2009, President Obama said the agreement
“holds out the promise of serving our mutual interests. And together, we're committed to working together to move
the agreement forward.” President Lee said the two leaders agreed to “redouble” their efforts toward this end.5
Prior to his meeting with President Lee, President Obama said in a Fox News interview that “| want to get the deal
done.... Overall, | think it's a potential good deal for US exporters. But there's certain sectors of the economy that
aren't dealt with as effectively and that's something that I'm going to be talking to talking to President Lee about.” 6

During his January 27, 2010, State of the Union address, President Obama, without mentioning the KORUS FTA

per se, expressed the need for the United States to strengthen its trade ties in Asia “with partners like South Korea.”
During a question-and-answer session at the January 29, 2010 House Republican issues conference, the President
referred to the need to seize trade opportunities, mentioning South Korea in particular.

On June 26, 2010, President Obama announced that he would direct U.S. Trade Representative Robert Kirk to work
with the South Korean trade minister to resolve outstanding issues on the KORUS FTA by the time President Obama
and South Korean President Lee meet again in Seoul in November 2010 for the G-20 summit. The President said
that he intends “in the few months” after the November meeting to present Congress with the implementing
legislation for the agreement. The President made the announcement at a joint press conference following his meeting
with President Lee prior to the G-20 summit in Toronto.

In South Korea, there is an ongoing debate over whether or not to have the National Assembly
vote on the KORUS FTA before the agreement is submitted to Congress. South Korea's
President, Lee Myung-bak, has said he hopes to have the South Korean National Assembly pass
the agreement soon. Lee's Grand National Party controls a majority in the unicameral National
Assembly, and maost observers believe the agreement has the votes to pass. However, an uproar in
South Korea over the April 2008 beef agreement appears to have made many politiciansin Seoul
wary of trying to pass the agreement before the U.S. Congress votes. In April 2009, the National
Assembly’s Foreign Affairs, Trade and Unification Committee favorably reported the KORUS
FTA ratification bill to thefull legislature.

The United States and South Korea entered into the KORUS FTA as a means to further solidify
an already strong economic relationship by reducing barriers to trade and investment between

3 White House Office of the Press Secretary, “ Background Readout by Senior Administration Officials to the Travel
Pool on the President’ s Meeting with President Lee Of The Republic Of Korea,” April 2, 2009.

* International Trade Daily. June 17, 2009.

® White House Press Rel ease, “ Remarks by President Barack Obama and President Lee Myung-Bak of Republic of
Koreain Joint Press Conference,” November 19, 2009.

6 «“TRANSCRIPT: Fox News Interviews President Obama,” FOXNews.com, updated November 18, 2009.
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them and to resolve long festering economic issues. The United States specifically sought
increased access to South Korean markets for agricultural products, services, and foreign
investment. Of importance to South Korea was a change in U.S. trade remedy procedures which it
considers to be discriminatory and U.S. recognition of products made in an industrial park in
North Korea as digible for preferential treatment under the KORUS FTA.

Supporters of the FTA in the United States argue that failure to approve the KORUS FTA would
allow those opportunities to slip away, particularly if Seoul’s strategy of negotiating a web of
FTAs, with South Korea a the center, is successful. In October 2009, South Korea signed its most
prominent FTA yet with the European Union (EU). The Korea-EU FTA is expected to be
submitted through the two countries’ ratification procedures in 2010. However, some opponents
of the KORUS FTA have argued that the agreement failed to go far enough in addressing South
Korean trade barriers and would be a lost opportunity if approved inits current form. A
congressionally mandated study by the United States International Trade Commission (USITC)
concluded that investment and trade between the United States and South Korea would increase
modestly as aresult of the KORUS FTA.” Thisresult isin line with other similar studies. In
general and in the short-to-medium term, the KORUS FTA's largest commercial effects are
expected to be microeconomic in nature. The U.S. services and agriculture industries, for
instance, are expected to reap significant benefits if the agreement is implemented.

Many observers have argued that in addition to its economic implications, the KORUS FTA
would have diplomatic and security implications. For example, they have suggested that it would
help to deepen the U.S.-South Korean alliance. The United States and South Korea have been
allies since the United States intervened on the Korean Peninsula in 1950 and fought to repel a
North Korean takeover of South Korea. Over 33,000 U.S. troops were killed and over 100,000
were wounded during the three-year conflict.® South K orea subsequently has assisted U.S.
deployments in other conflicts, most recently by deploying over 3,000 troops to play a non-
combat rolein Irag. However, some counter this by paositing that the KORUS FTA need not be
seen as a necessary, let alone sufficient, condition for enhancing the U.S.-ROK alliance. Mutual
interests on critical issues pertaining to North Korea and the rest of the region will continueto
require close cooperation between the two countries in the national security sphere. Indeed, in
many respects, the KORUS FTA's fate may have more profound implications for U.S. trade
policy and East Asia palicy than for U.S.-South Korean relations. For instance, some have also
suggested that a KORUS FTA would help to solidify the U.S. presencein East Asiato
counterbalance the increasing influence of China while failure to passit could harm the alliance.

This report is designed to assist Members of Congress as they consider the costs and benefits of
the KORUS FTA. It examines the provisions of the KORUS FTA in the context of the overall
U.S.-South Korean economic relationship, U.S. abjectives, and South Korean objectives. The
report will be updated as events warrant.

" United States International Trade Commission (USITC). U.S-Korea Free Trade Agreement: Potential Economy-wide
and Sdected Sectoral Effects. Investigation No. TA-2104-24. USITC Publication 3949. September 2007.

8 For more on the U.S.-South Korean aliance, see CRS Report RL33567, Korea-U.S. Rdations: Issues for Congress,
by Larry A. Niksch.
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The KORUS FTA in a Nutshell

The KORUS FTA was the product of much compromise. As negotiators from both countries
stated, each country was able to accomplish some of its objectives, but neither side got everything
it wanted. For example, South Korea made concessions in agriculture and services while the
United States made concessions on rice and textiles. Yet, U.S. car manufacturers felt that South
Korea did not go far enough in addressing barriers to auto imports and South K orea would have
liked to have more U.S. concessions on trade remedies.

Some highlights of the results of the agreement are provided bel ow. Background information and
amore detailed examination of the agreement’s provisions are provided in the main sections of
this report.

Agriculture

Under the KORUS FTA's agricultural provisions, South Koreaimmediately would grant duty-free
status to almost two-thirds of current U.S. agricultural exports. Tariffs and import quotas on most
other agricultural goods would be phased out within 10 years, with a few commodities and food
products subject to provisions that phase out such protection by year 23. However, access for
seven U.S. products (skim and whole milk powders, evaporated milk, in-season oranges, potatoes
for table use, honey, and identity-preserved soybeans for food use) would slowly expand in
perpetuity but remain subject to Korean import quotas .

Much effort went into negotiating provisions covering three agricultural commodities of export
interest to the United States. Under the KORUS FTA, South Korea agreed to eiminate its 40%
tariff on beef muscle meats imported from the United States over a 15 year period. Also, South
Korea would have theright to impose safeguard tariffs on a temporary basis in response to any
potential surgein imports of U.S. beef meats above specified levels. However, negotiators did not
reach a breakthrough by the end of the talks on the separate but paralld issue of how to resolve
differences on the terms of access for al U.S. beef in a way that would address Korea's human
health concerns arising from the 2003 discovery of mad cow diseasein the U.S. cattle herd.
Though sales of U.S. boneless beef from cattle aged less than 30 months did resume in April 2007
under the terms of a separate agreement reached in early 2006, sales of bone-in beef (e.g., ribs)
only began in July 2008 after the conclusion of a difficult series of negotiations—accompanied by
widespread public protests in Korea—on a more comprehensive agreement. This requires the
removal of specified risk materials known to transmit mad cow disease from cattle that are less
than 30 months old when slaughtered. Both countries view this “voluntary private-sector”
arrangement as a transitional step intended to improve Korean consumer confidencein U.S. beef.
(See Appendix A for additional information.)

Negotiations on access for U.S. rice and oranges into the Korean market also were contentious.
Rice was a“ make-or-break” issue for Seoul, and excluded at Korea's insistence out of U.S.
recognition that if pushed, the talks would likely have collapsed. Special treatment for U.S.
oranges was struck at the last moment, when negotiators compromised on a multi-part solution
expected to increase U.S. navel orange exports over time.
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Automobiles

Tradein autos and autoparts proved to be among the most difficult issues tackled by U.S. and
South Korean negotiators. In this sector, an increasingly competitive South K orean industry
seeking to increase its market share in the United States is pitted against a U.S. industry that
wants South Korea to diminate policies and practices that seemingly discriminate against U.S.
auto imports. The KORUS FTA would:

e diminate most South Korean tariffs on U.S-made motor vehicles. South Korea
would immediately eliminate its 8% tariff on U.S.-built passenger carsand its
10% tariff on pickup trucks.

e reduce discriminatory effects of engine displacement taxes. South Korea would
simplify its three-tier “ Special Consumption Tax” and would also simplify its
five-tier “Annual Vehicle Tax” both of which are based on engine displacement
by making it a three-tier system.

e harmonize standards and create an “ Automotive Working Group.” The
agreement provides for sdf-certification on safety and emissions standards for a
limited number of U.S.-exported vehicles, and a commitment that South Korea
will evaluate emissions using the methodol ogy applied by the State of California.
South Korea also agreed “ not to adopt technical regulations that create
unnecessary barriers to trade and to cooperate to harmonize standards.”

o diminate U.S tariffsand providefor “ snapback” clause. The United States
would immediately eliminateits 2.5% duty on gasoline-fueled passenger vehicles
with engine displacement up to 3000 cc, would phase out over three years the
2.5% duty on South K orean imports with larger engine capacity or that are
diesel-powered, and would phase out over ten years the 25% duty on South
Korean pickup trucks.

Other Key Provisions

The KORUS FTA would cover abroad range of other areas. According to the Office of the
United States Trade Representative (USTR), most U.S.-South K orean trade in consumer and
industrial products would become duty-free within three years after the agreement entersinto
force, and virtually all remaining tariffs would be lifted within 10 years. The two countries agreed
to liberalize trade in services by opening up their markets beyond what they have committed to
do in the World Trade Organization (WTO). About 60% of U.S.-South Korea trade in textiles and
appar el would become duty-free immediatey, and the KORUS FTA would provide a special
safeguard mechanism to reduce the impact of textile and apparel import surges.

Trade remedies were a critical issue for South Korea and a sensitive issue for the United States.
The FTA allows for the United States to exempt imports from South Korea from a*“ global”
escape clause (section 201) measureif they are not amajor cause of serious injury or athreat of
serious injury to the U.S. domestic industry. The FTA would also provide for a binational
consultative committee to review trade remedy decisions involving one another.’

® Trade Remedy Piece of Korea FTA Ignores Korean ADF Demands. Inside U.S Trade. April 13, 2007.
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In addition, South Korea and the United States agreed to establish an independent body to review
recommendations and determinations regarding South Korean pricing and government
reimbursement for phar maceuticals and medical devices and to improve transparency in the
process for making those determinations.

Furthermore, one year after the KORUS FTA enters into force, a binational committee would be
formed to study the possibility of eventually including products from “ Outward Processing
Zones,” such as the Kaesong I ndustrial Complex, that use North Korean labor.

Estimates of the Overall Economic Effects of a
KORUS FTA

Economists have released several studies estimating the potential effects of the KORUS FTA. As
required by the TPA statute, the USITC conducted a study of the KORUS FTA at the request of
the President.™ The USITC study concludes that U.S. GDP would increase by $10.1 billion to
$11.9 billion (approximately 0.1%) if the KORUS FTA is fully implemented, a negligible amount
given the size of the U.S. economy. The USITC based this estimate primarily on the removal of
tariffs and tariff-rate-quotas, that is, barriers that can be relatively easily quantified. The study
concludes that U.S. exports of goods would likely increase by $9.7 billion to $10.9 billion,
primarily in agricultural products, machinery, electronics, transportation equipment, including
passenger vehicles and parts. U.S. imports would increase $6.4 billion to $6.9 billion, primarily in
texti Ieﬁ, appard, leather products, footwear, machinery, electronics, and passenger vehicles and
parts.

Therange does not take into account the impact of the reduction of barriersto trade in services
and to foreign investment flows and the impact of changes in regulations as aresult of the
KORUS FTA. The study notes that U.S. exports in services would increase as a result of South
Korean commitments under the KORUS FTA, and that changes in the regulatory environment in
both countries would also help to increase bilateral trade and investment flows.

The study estimates that changes in aggregate U.S. employment would be negligible given the
much larger size of the U.S. economy compared to the South Korean economy. However, while
some sectors, such as livestock producers, would experience increases in employment, others
such as textile, wearing apparel, and electronic equipment manufacturers would be expected to
experience declines in employment.*

Other studies draw the same basic conclusions, although the magnitudes differ because they
employ different models from the USITC study. For example, a University of Michigan analysis
commissioned by the Korea Economic Institute estimates that U.S. GDP would increase by
$25.12 billion (0.14% of U.S. GDP). Thisislarger than the USITC estimate, but in part thisis

10 Section 2104(f) Trade of 2002. P.L. 107-210. United States International Trade Commission (USITC). U.S-Korea
Free Trade Agreement: Potential Economy-wide and Selected Sectoral Effects. Investigation No. TA-2104-24. USITC
Publication 3949. September 2007.

B USITC. p. xvii-xviii.
2ygITC. p. xix.
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because its authors quantified the effects of liberalization in services trade.™® The authors also
analyzed the impact of a KORUS FTA before the final text had been reeased and assumed,
among other things, that rice trade would be liberalized, which, in the end, was not the case.

In December 2005, the Korea Institute for International Economic Policy (KIEP) published a
study measuring the potential economic impact of a U.S.-South Korean FTA on South Korea
alone. The study estimated some of the dynamic, or long-run, economic effects in addition to the
static, or one-time, effects of the FTA on South Korea. The KIEP study estimated that the FTA
would eventually lead to a 0.42% to 0.59% increase in South Korea's GDP according to a static
analysis, and 1.99% to 2.27% according to a dynamic analysis.**

An Overview of the U.S.-South Korean
Economic Relationship

South Korea is a major economic partner for the United States. In 2008, two-way trade between
the two countries totaled nearly $80 billion, making South Korea the United States's seventh
largest trading partner. (See Table 1.) South Korea is among the United States's largest markets
for agricultural products. Major U.S. exports to South Korea include semiconductors, machinery
(particularly semiconductor production machinery), aircraft, and agricultural products.

Table I.Annual U.S.-South Korea Merchandise Trade,
Selected Years

(billions of U.S. dollars)

Year U.S. Exports U.S. Imports Trade balance Total trade
1990 14.4 18.5 -4.1 329
1995 25.4 242 1.2 49.6
2000 26.3 39.8 -13.5 66.1
2003 225 369 -14.4 59.5
2004 25.0 45.1 -20.1 70.1
2005 26.2 432 -17.0 69.4
2006 30.8 44.7 -13.9 75.5
2007 33.0 454 -12.4 784
2008 33.1 46.7 -13.6 79.8
2009 27.0 387 -11.7 65.7

Major U.S. Export Items  Industrial machinery; chemicals; semiconductor circuits; corn & wheat; specialized
instruments.

Major U.S. Import Items  Cell phones; semiconductor circuits; cars & car parts; iron & steel.

3 Kiyota, Kozo and Robert M. Stern. Economic Effects of a Korea-U.S Free Trade Agreement. Korea Economic
Institute, Specid Studies 4. 2007.

14 |_ee, Junyu and Hongshik Lee. Feasibility and Economic Effects of a Korea-U.S FTA. Korean Institute for
International Economic Policy. December 2005. p. 86.

Congressional Research Service 7



The Proposed U.S.-South Korea Free Trade Agreement (KORUS FTA)

Sources: 1990 and 1995 data from Global Trade Information Services. 2000-2008 data from U.S. International Trade
Commission. The 2000-2009 U.S. export data are for U.S. domestic exports and the data for U.S. imports are for
imports on a consumption basis.

South Koreais far more dependent economically on the United States than the United Statesis on
South Korea. In 2009, the United States was South Korea's third-largest trading partner, second-
largest export market, and the third-largest source of imports. It was among South Korea's largest
suppliers of foreign direct investment (FDI). In 2003, China for the first time displaced the United
States from its perennial place as South Korea's number one trading partner. In 2005 Japan
overtook the United States to become South Korea's second-largest trade partner.

Table 2. Asymmetrical Economic Interdependence (2009)

Total Trade Export Market Source of Imports  Source of FDI

For the U.S., South Korea ranks #7 #8 #7 # 16 (2008)
For South Korea, U.S. ranks #3 #2 #3 # 2 (2007)

Sources: U.S. Department of Commerce, U.S. Census Bureau and Bureau of Economic Analysis; Bank of Korea.

Increased economic interaction between the United States and South Korea has been
accompanied by numerous disagreements over trade policies. In general, U.S. exporters and trade
negotiators identify the lack of transparency of South Korea's trading and regulatory systems as
the most significant barriers to trade with South Koreain almaost every major product sector.
Many U.S. government officials also complain that Seoul continues to use government
regulations and standard-setting powers to discriminate against foreign firmsin politically
sensitive industries, such as automobiles and telecommunications. Another major cross-sectoral
complaint is that rigidities in the South Korean labor market, such as mandatory severance pay,
raise the cost of investing and doing business. Finally, the United States and other countries have
pressed South Korea to open further its agricultural market, which is considered one of the most
closed among members of the Organization for Economic Co-operation and Devel opment
(OECD).™ Many of these issues arose during the KORUS FTA negotiations.

Theintensity of these disputes has diminished considerably since the late 1980s and early 1990s,
in part because South Korea enacted a set of sweeping market-oriented reforms as a quid pro quo
for receiving a U.S.-led $58 billion package from the International Monetary Fund (IMF)
following the near collapse of the South K orean economy in 1997. In particular, as aresult of the
reforms, South Korea opened its doors to foreign investors, ushering in billions of dollars of
foreign portfolio and foreign direct investment (FDI). The result is that foreign companies,
including U.S. firms, now are significant shareholders in many prominent industrial
conglomerates (chaebol); at one point earlier in the decade, foreign firms owned about one-third
of the South Korean banking industry and an estimated 40% of the value of the shares traded on
South Korea's stock exchange. Since the 1997 crisis, FDI commitments by U.S. companies have
totaled over $25 billion.™

Additionally, the United States and South Korea appear to have become more adept at managing
their trade disputes. This may be partly dueto the quarterly, working-level “trade action agenda’

15 OECD, Economic Surveys - Korea, 2007.

16 K orea Economic Institute, “ Current Economic Info, South K orean Economic Data,” at http://www.kela.org, January
2, 2008.
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trade meetings that wereinitiated in early 2001. Both sides credit the meetings, which appear to
be unique to the U.S.-South Korean trade relationship, with creating a more constructive dialogue
that helped pave the way for the two sides to fed sufficiently confident to launch FTA
negotiations.

U.S. and South Korean Objectives in an FTA

U.S. and South Korean policymakers shared certain goals in launching and completing the
negotiations on the KORUS FTA. Both governments saw in the FTA alogical extension of an
already important economic relationship that would provide a means by which the two trading
partners could address and resolve fundamental issues and, thereby, raise the relationship to a
higher level. For the United States these issues have included the high tariffs and other
restrictions on agricultural imports. For South Korea, these difficult issues have included
perceived U.S. discrimination toward South Korean imports in the application of trade remedies
and treatment of products made at the Kaesong Industrial Complex in North Korea.

While sharing some broad objectives, U.S. and South Korean leaders also approached the
KORUS FTA from different perspectives that were reflected in the conduct and outcome of the
negotiations. A primary objective of the United States was to gain access to South Korean
markets in agricultural products, pharmaceuticals and medical equipment, some ather high-
technology manufactured goods, and services, particularly financial and professional services—
areas in which U.S. producers are internationally competitive but for which South K orean barriers
seemed to be high.

For South Korea, gaining a large increase in market access was not as critical a priority since
South Korean exporters already have a significant presencein areas in which they have proved to
be competitive—consumer electronics and autos, for example, and in which they already face
only low or zero U.S. tariffs. However, South Korea arguably did seek to preserve its share of the
U.S. market in the face of growing competition from emerging East Asian producers from
Thailand, Malaysia, Vietham, and possibly China. South Korea likely also aimed to improveits
competitive position in the U.S. market vis-a-vis Japan where the elimination of even low tariffs
might give South Korean exporters some price advantage.

Launching the FTA negotiations was largdy at theinitiative of South Korea. Its main objectivein
securing an FTA with the United States was much broader than gaining reciprocal access to the
U.S. market. Entering an FTA with the United States meshed with a number of former South
Korean President Roh Moo-hyun's long term economic and strategic goals. Roh made an FTA the
top economic priority for the remainder of his tenure, which expired in February 2008.” Soon
after his eection in 2002, Roh committed himself to raising South Korea's per capita gross
domestic product (GDP) to $20,000 by the end of the decade and to transforming South Korea
into a major “economic hub” in Northeast Asia by expanding the economic reforms begun by his
predecessor following the 1997 Asian financial crisis. Ongoing competitive pressure from
Japanese firms, increased competition from Chinese enterprises, and the rapid ageing of the South
Korean workforce has heightened the sense of urgency about boosting national competitiveness.
Continuing along this line of argument, ex-Prime Minister Han Duk-so0 has said that a failure to

Y7 “ROK Editorial: Roh's* Specia Lecture’,” The Korea Times, posted on the Open Source Center,
KPP20060329042002, March 29, 2006.
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adopt significant economic changes will mean that “ Korea's long term growth potential is likely
to deteriorate.” *® Lee Myung-bak, who was el ected President in December 2007, made the
economy the centerpiece of his campaign and has supported the KORUS FTA as part of alarger
program to promote South K orean economic growth.

During the negotiations, South Korean officials and other South K orean proponents of the
KORUS FTA tended not to focus on the increased access to the U.S. market. Rather, they
emphasized the medium and long-term gains that would stem from increased all ocative efficiency
of the South Korean economy, particularly in the services industries. This would presumably be
brought about by an influx of U.S. investment and technology into South Korea and by the spur
of increased competition with U.S. firms.™ Senior officialsin particular emphasized the need to
boost the competitiveness of South Korean service industries. An FTA with the United States,
they argued, will help address South Korea's increased economic polarization by spurring job
creation in fields such as medical, legal, education, and accounting services in a freetrade
agreement.”® Some, however, say an FTA will worsen South Korea’'s income gap.” Also, during
the talks, there were continuous and often large scale anti-FTA protests, generally led by South
Korean farmers and trade unionists.

The absence of mirror-image or reciprocal U.S. and South Korean objectives in the negotiations
isreflected in the structure of the KORUS FTA. Except for some provisions dealing with issues
specific to U.S.-South Korea economic relations, for example, South Korea taxation of autos and
the Kaesong industrial complex, the structure of the KORUS FTA largely resembles the structure
of other FTAs, such as Dominican Republic-Central American FTA (DR-CAFTA), that the United
States has entered into. This conclusion does not suggest that South Korea did not bring to the
table its own specific demands, which it did (such as the exclusion of rice) and held to them
firmly.

Sector-Specific Issues and the KORUS FTA

Under the KORUS FTA, U.S. and South Korean negotiators addressed a number of sector-
specific issues. Some issues, such as dimination of tariffs on most manufactured goods, were not
very controversial and were dealt with in early stages of the negotiations. Other issues, such as
tradein agricultural products and in autos, were the most difficult and were not resolved until the
final hours of the negotiations.

8 Ministry of Finance and Economy Weekly Briefing, “Korea-US FTA Projected to Boost the Korean Economy,”
March 9, 2006.

19 Seg, for instance, Junkyu Lee and Hongshik Lee, Feasibility and Economic Effects of a Korea-U.S FTA (Seoul:
Korea Institute for International Economic Policy, 2005), p. 116-117; Inbom Choi and Jeffrey Schott, Free Trade
between Korea and the United States? (Washington, DC: Institute for International Economics, 2001), p. 79-82.

2 «Roh's* Special Lecture’,” The Korea Times, March 26, 2006.
2 K orea Broadcast System, March 31, 2006 Broadcast.
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Agriculture and Sanitary and Phytosanitary Issues

Overview

Attaining comprehensive market access for U.S. agricultural products to South Korea's large
market and finding away to resolve Korea's continued restrictions on U.S. beef purchases
(imposed to protect human health following the late 2003 discovery of mad cow diseasein the
U.S. cattle herd) were the two primary objectives pursued by U.S. agricultural negotiators.
Though South Korea ranks among the leading agricultural importing countries in the world, its
farm sector is highly protected with high tariffs and quotas.”” This reflects its farmers
longstanding political influence (particularly that of rice producers) and its urban population’s
deep tiesto itsrural roots.

In concluding the KORUS FTA on April 1, 2007, the United States secured nearly complete
access for al U.S. agricultural commodities and food products into Korea's market. However, a
breakthrough on the beef issue (technically not part of the FTA talks but neverthel ess the subject
of high-level discussions) did not occur until June 2008. This reflected the then newly elected
Korean President Lee's view that an agreement spelling out the rules that apply to beef imports
from the United States had to bein place before President Bush would consider sending this
agreement to Capitol Hill. Several Members of Congress had for months stated that South Korea
must agreeto fully reopen its market to U.S. beef under scientifically based international rules
and in commercially significant quantities before Congress considers or approves the agreement.
U.S. agricultural groups, well aware of this deal’s potential benefits for producers, had also
conditioned their support on the resumption of U.S. beef exports.

In 2009, South Korea was the 5" largest market for U.S. agriculture, as export sales totaled
$3.9billion. Under the KORUS FTA's agricultural provisions, South K oreaimmediately would
grant duty-free status to almost two-thirds of current U.S. agricultural exports. Tariffs and tariff-
rate quotas (TRQs)* on most other agricultural goods would be phased out within 10 years, with
afew commodities and food products subject to provisions that phase out such protection by year
23. Seven U.S. products (skim and whole milk powders, evaporated milk, in-season oranges,
potatoes for table use, honey, and identity-preserved soybeans for food use) would be subject to
Korean import quotas that slowly expand in perpetuity. However, the agreement does not give
U.S. rice and rice products additional access to South K orea’s market (see below).

2 gouth Korea s average applied agricultural tariff (2007) was 49%, compared to about 12% for the United States.
WTO, Statistics Database, “ Country Profile for Republic of Korea,” at http://stat.wto.org/CountryProfiless KR_e.htm;
U.S. Department of Agriculture (USDA), Economic Research Service, Profiles of Tariffsin Global Agricultural
Markets, AER-796, January 2001, p. 26.

% A TRQ isatwo-part tool used by countries to protect their more sensitive agricultural and food products, often while
transitioning over timeto free trade. The quota component provides for duty-free access of a specified quantity of a
commodity, whichin an FTA usudly expands over time. Imports above this quota are subject to a prohibitive tariff that
inan FTA frequently declines over time. At the end of a product’s transition period to free trade under an FTA, both
the quota and tariff no longer apply (with afew exceptions), alowing for its unrestricted access to the partner’s market.

2 A summary of commodity-specific market access provisions (tariff reduction schedules, transition periods, TRQ
amounts and growth rates, and safeguards) is found in the USDA fact sheet “U.S. - Korea Free Trade Agreement
Benefits for Agriculture,” September 2008, available at http://www.fas.usda gov/info/factsheets/korea.asp. Detailed
fact sheets on the agreement’ s commodity provisions and prospective impacts for agriculturein 45 states are available
at http://www.fas.usda.gov/info/factsheets/K orea/us-koreaftaf actsheets.asp.
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With the immediate elimination or phase out of most of South Korea's reatively high agricultural
trade barriers under the KORUS FTA, the U.S. agricultural and food processing sectors would
noticeably benefit from additional exports. The USITC estimates that theincreasein U.S. exports
of agricultural commodities and processed foods would account for up to one-third of the entire
projected increasein total U.S. exports to South Korea's market once the KORUS FTA's
provisions are fully implemented. Sale of agricultural products would be from $1.9 billion to $3.8
billion (44% to 89%) higher than exports under a